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Relationship Between Banker and Accountant*
By Walter W.

Head

The banker’s real need for the service of a certified public
accountant—and the great responsibility of the accountant—are
peculiarly the result of the complexity of modem business relation
ships. In the early days of banking there were no certified public
accountants. There was no real need for the service rendered to
day by certified public accountants. Bank loans, in an early day,
were made upon the basis of the confidence which the banker felt
in the applicant for a loan—just as today—but the establishment
of this confidence was the result of direct personal contact, not the
result of a statistical analysis. The banker formerly knew
personally the men who applied for loans. Frequently he knew
all the details of their career, their family history, the reputation
of their ancestors. Certainly he knew all the essential facts of
their own business history. Off-hand, the banker of that period
could assay the relative financial integrity and stability of almost
every individual in his community. He may not have known the
exact amount of the assets and liabilities of any individual.
Instead of that, he built his credit file upon his knowledge of
human nature and, particularly, upon the nature of his own
customers.
The growth of cities and the development of great corporations
made it impossible for the banker to continue to do business by
these methods. It became an impossibility for any individual
officer to know all the persons with whom his bank did business.
Corporate organization, to a considerable extent, removed the
personal element from financial transactions. Personal integrity
continued—continues today—to be the most important single
* A paper read at the regional meeting of the mid-west district of the American Institute of
Accountants, at Omaha, Nebraska, May 23,1924.
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factor in rating a customer’s credit; but this alone does not
suffice, nor is the banker able to determine even this factor with
the same simplicity and the same direct contact that was formerly
the rule. For a time, under the new conditions, the banker
continued to deal directly with his customers who sought loans.
He dealt with them on a more formal basis. He asked for
financial statements. He made inquiry as to the accuracy of the
statements rendered. But he continued to maintain a direct
contact in so far as this investigation was concerned. He was his
own accountant.
In time, however, even this direct relationship was outgrown.
Increasing intricacy of business relationships and increasing
size of business units required the development of specialists, who
made it their business to attain a special proficiency in the
analysis of financial statements. These specialists have developed
into the profession of certified public accountancy, as it exists
today.
The original work of such accountants was the checking up of
the liabilities shown on a financial statement, the verification of
the facts as stated and the investigation of the basis for these
facts. Next the banker required the accountant to investigate
the customer’s statement of assets, not merely to verify the
accuracy of the figures, as reflecting accurately the record of the
customer’s own books, but also to make certain that the
book figures accurately portrayed the actual condition of his
business. This made it necessary that quantities and values of
merchandise be verified, that the classification of items be ap
proved, that charge-offs and off-sets, proved to be necessary by
the general average of the particular business under investigation,
be set up properly.
The banker’s need for this service—which involves a tremendous
ramification of detail and a wide knowledge of accounting, of
finance and of general business practice—finally brought the
profession of certified public accountancy to its present high
standing. Today, the certified public accountant is indispensable
to the banker.
No other profession owes such devotion to truth, which always
inculcates confidence, as does that of accountancy. No group of
men should be so especially possessed of a “single-track mind”—
to use a phrase made famous by Woodrow Wilson. The
accountant should operate always on a single track—and that a
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straight track—driving directly and steadily toward one goal,
the facts of the case. We bankers admit and applaud the
accountant’s devotion to the truth and his service to us in
ascertaining the truth. Accountants, however, are but human.
Not all pursue the ideal of their profession with the same zeal or
the same efficiency. For that reason, it is proper to discuss some
of the relationships between banker and accountant which are
not, from the banker’s viewpoint, maintained at a uniform
standard of perfection.
The greatest defect in the analysis of financial statements is
incompleteness. This may be due to acts of commission by the
accountant or to acts of omission. Both are equally serious, from
the banker’s standpoint.
There may be, and too frequently is, carelessness in the classifi
cation of assets. For instance, a single item, “accounts re
ceivable”, frequently does not represent the true situation.
This may include merely the accounts receivable in the ordinary
course of business; it may include accounts past due. In order to
be entirely clear to the banker, it should separate accounts past
due into one or more independent classifications, so that the
banker may judge, in the light of his knowledge of general
business conditions, whether the accounts receivable are really
worth the total amount set up under this heading. It is highly
important that proper charge-offs be made, based on the ex
perience of the particular business, for uncollectible accounts.
Another item capable of serious abuse is “notes receivable.”
Here again it is important that there be some indication as to
whether these are notes received in the ordinary course of busi
ness or notes received for past-due accounts, or, perhaps, notes
given by officers or stockholders or employees of the company.
The mere item “notes receivable” may be seriously misleading.
Speaking generally, the banker can not be expected to see—he
can not see—that which is not in the statement. The accountant
should not assume that the banker is possessed of any powers of
clairvoyance or even of particularly superior intelligence. The
accountant is the man who is in a position to know the facts. He
should set them forth in such detail that there can be no possible
misunderstanding. It should be his goal to make his audit so
simple and clear that a child might read and understand it.
That goal, it is true, may be impossible of absolute attainment,
but it is a goal which may be kept in mind with great benefit.
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Always and everywhere, the two qualities which determine the
value of the accountant are sincerity and honesty. There can be
no temporizing in either case. The accountant must ever keep in
mind that he is an independent agent. He may be employed by a
corporation to prepare an audit, but this audit, when completed,
is not the corporation’s audit. It is the accountant’s audit. His
signature attached gives it the indorsement of his reputation for
diligence and integrity. It should reflect credit upon him for, if it
does not, it will reflect discredit. There is no middle ground.
The mere phrase “certified public accountant” below the sig
nature is not, in itself, convincing. The name of the accountant
supported by the test of past performance, guaranteed by his
reputation for integrity and diligence, is the important thing.
That name is something which every accountant should guard
with the greatest care. It is his honor; and, more, it is his stock
in trade. The accountant’s sincerity and integrity should be
aggressive qualities, positive, not negative. It is within the
accountant’s power to discourage “dressed” statements. Not
merely should the accountant refuse to connive at fraud, which he
usually does with emphasis, but he should be insistent upon the
inclusion of every item that is necessary to show an absolutely
fair, uncolored statement of the condition of the company which
he is examining. It is as much his duty to protest against the use
of ambiguous phrases or ambiguous classifications as it is his duty
to object to positive fraud. Particularly should the accountant
set forth exactly what he has done and exactly what he has not
done. A statement of the value of stock at a certain amount is
well-nigh worthless unless it is accompanied by a statement of the
precautions which are taken to check the item. Did the account
ant check the footings of the company’s books? Did he make test
counts to confirm the quantities listed in the company’s books?
Did he examine the original records of purchases or of sales? If
the audit does not clearly show the exact point to which the ac
countant proceeded, the banker must either disregard the figure
or make an independent investigation—if, indeed, he does not
fall into the pitfail of accepting the audit for what it seems, but
is not.
I recall a certain audit which came to my attention a few months
ago. An investigation of the basic facts of the business which it
purported to analyze, but did not, showed that it misrepresented
the status of the company to the extent of $100,000, a matter of
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nearly 20 per cent, of its alleged net worth in this case. This was
the result of mishandling an item of $100,000 which appeared both
in accounts receivable and in merchandise. Such misrepresenta
tion would not have been possible unless the accountant connived
at the fraud or willingly shut his eyes and certified figures about
which he knew nothing. In another instance recently a thorough
check showed gross errors in the accounts of a certain corporation
for a period of five years, although every year a certified public
accountant certified the accuracy of the statements. In one year
the certified audit showed a profit to have been earned; in fact,
nearly half a million dollars of new money had been put into this
concern, a fact which the audit overlooked entirely.
Discrepancies such as these force bankers to draw the line
between 100 per cent. accountants and 75 per cent. accountants
and 50 per cent, accountants. The accountant may say very
properly that he is sometimes employed to make an audit which
is not intended to be complete. That is very true. But, in such
case, he should specify carefully the limit to which he has gone, in
order that the banker may know, from the face of the record be
fore him, that the audit is not complete and exactly wherein it is
not complete.
Such care is the supreme test of the accountant. It is easy, it
is a natural tendency of human nature, to omit direct reference to
statements which reflect discreditably upon the concern examined.
The accountant’s client may object, in case the corporation
examined is the client rather than the bank. But strict integrity
requires that no essential factor be omitted and nothing is more
essential than a clear showing of the point at which the audit
stopped.

5

